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n late March, Chile reached an agreement with the four member countries of the Southern Cone
Common Market (MERCOSUR) to become an associate member of the trade bloc. The agreement
was announced at a meeting of trade and foreign ministers in Cartagena, Colombia, on March
21. The presidents of Chile and the four MERCOSUR countries Argentina, Brazil, Paraguay, and
Uruguay expect to formally sign the association agreement on June 25 of this year in Buenos Aires.
Once the presidents sign the document, the agreement would become effective a week later, on July
1, 1996.
Chile's decision to seek an association rather than full membership is based on concerns that the
two sides would not be able to reach agreement on an integration of Chile's tariff structure into
the trade bloc. Chile currently has a uniform tariff rate of 11%, which is lower than the prevailing
tariffs in the MERCOSUR countries. The Cartagena meeting allowed representatives of the five
countries to tie up enough loose ends to reach a workable framework for the accord, thus fulfilling
predictions that the key areas of the negotiations would be completed by the end of March (see
NotiSur, 02/29/96). The key point negotiated by the five countries was a timetable to phase out tariffs
that was agreeable to all parties.
A stumbling block in previous negotiations was Chile's insistence that MERCOSUR accelerate its
original timetable for the phaseout of a list of products within the bloc that are still being charged
tariffs on a sliding scale and that are supposed to become tariff-free in the long-term. According to
the Santiago daily business newspaper Estrategia, the agreement reached by the five countries in
Cartagena establishes a timetable to fully eliminate all tariffs by the year 2014. Under the timetable,
the first target date is the year 2004, when duties will be eliminated completely on 60% of all
products traded between Chile and MERCOSUR. Two years after this date, on the year 2006, the
zero duty will apply to 90% of products traded between the four MERCOSUR countries and Chile.
Duties on the final 10% of products traded between Chile and MERCOSUR would be eliminated
between the year 2006 and the year 2014.
Estrategia said the timetable was established to accommodate six broad categories of products, thus
creating a mechanism to protect products that the various countries consider "sensitive." Most of
the items in the "sensitive" category involve agricultural products, such as wheat flour, meat, grains,
and rice. The tariff for these products will be eliminated over a period of 18 years. According to
Estrategia, the extended protections for agricultural products appear to benefit all sides. "The truth
is that the list includes both products from Chile and from MERCOSUR countries," the newspaper
said. Among other things, the MERCOSUR-Chile agreement also called for creation of a special
administrative commission to ensure that the agreements negotiated are indeed enacted.
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Among the decisions the countries left pending is the creation of a mechanism to integrate the
statistics that the different MERCOSUR countries and Chile are currently using to measure
trade and macroeconomic developments. In addition, Chile and MERCOSUR must still work out
methods through which to provide most-favored-nation status for third countries in the region
that are members of the Latin American Integration Association (Asociacion Latinoamericana
de Integracion, ALADI). According to the ALADI charter, most-favored-nation status must be
maintained for all member countries even when some of the countries agree to form bilateral
and multilateral accords among themselves. Finally, the five countries must also reach a definite
framework to determine rules of origin. According to Chilean Foreign Minister Jose Miguel Insulza,
enough differences of opinion exist in this area that special "technical" negotiations will have to be
scheduled. The five countries intentionally omitted an automotive section from their agreement.
According to sources close to the negotiations, Chile and MERCOSUR plan to negotiate a separate
accord for trade in motor vehicles, since this would have broad implications for their industrial
policies. Notwithstanding the success in negotiating the association agreement with MERCOSUR,
President Eduardo Frei's administration is facing some opposition at home. For example, in late
March members of the national agricultural society (Sociedad Nacional de Agricultura, SNA) took
a series of actions to protest the government's decision to form the association with MERCOSUR.
The SNA members blocked roads for several hours and took over a radio station to express their
displeasure over the agreement, charging that agricultural products would be imported from
MERCOSUR at low cost, which could cripple Chile's domestic agriculture industry.
President Frei is also facing some opposition from federal legislators, who demanded that the
association agreement be ratified by the Chilean congress. In addition to the potential increase
in trade between Chile and the four MERCOSUR countries, Chilean officials expect the accord to
promote increased cross-border investment. In fact, during a state visit to Brazil on March 25-28,
Chilean President Frei was accompanied by 130 Chilean business executives, who were seeking to
initiate contacts with counterparts in Sao Paulo and Rio de Janeiro. In an interview with Estrategia,
Chile's Economy Minister Alvaro Garcia said almost one-half of Chile's total foreign investment has
been placed in MERCOSUR countries. As of the end of 1995, Chile's total investments in Argentina,
Brazil, Uruguay, and Paraguay stood at US$1.3 billion. In contrast, investments by the four countries
in Chile as of the end of last year amounted to US$591.7 million.
In addition to forming the association with MERCOSUR, Chile is moving forward with negotiations
on a bilateral agreement with Canada. Negotiators from the two countries were scheduled to hold
their third round of meetings on the accord on March 28-29 and April 1-2 in Santiago. According
to sources close to the negotiations, the two sides will examine a list of products each country has
identified as "sensitive." Among other topics that are expected to come up are Canada's request
which Chile has accepted in principle to include sections on labor and environmental protection
in the agreement. It was not clear whether Canada had requested that labor and environmental
protection be included in the main text of the accord or through parallel agreements, such as those
negotiated under the North American Free Trade Agreement (NAFTA). Chile views a bilateral
accord with Canada as a step toward eventual membership in NAFTA. Chile already has a bilateral
agreement with Mexico, another member of NAFTA. [Sources: Argentine news service DYN,
03/14/96; Notimex (Mexico), 03/22/96; Estrategia (Chile), 03/12/96, 03/20/96, 03/21/96, 03/25/96;
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Diario Los Andes (Argentina), 03/15/96, 03/27/96; Reuter, 03/26/96, 03/27/96; Agence France-Presse,
03/21/96, 03/22/96, 03/23/96, 03/26/96, 03/27/96, 03/28/96]
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